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THE _GURK:AT SLTUATION AND 'ROBABLE DEVELOMENTS TN EASTERN CERANY

1, Introductlon.

Indvstrialization, including efficiency of menagement and of the labor
force, hae advenced further in East Germany than in any of the other Sovietl
Satellites, The Soviet Zone of Germany is, however, deficient to a great
extent in the raw and semiprocessed mataerials required for industry, Among
these are bituminous and hard coals, coke, high-grade iron ore, iron and -
steel, manganese, ncnfarrous metals, and soms chemicals, for which
comnodities Fagt Germany is heavily dependent on the USSR and the rest of
the Soviet Bloc, &3 wall ag on West Germany, Moreover, although Fast
Germany is almost self-sufficient in foodstuffs, it depands upon the USSR
and the Satellite countiiee for some agricultural produets, ineluding meab,
fats, cotton, and wool. It has recently regained sslf=sufficlency in grain
preduction, although some grain is still imported for stockpiling. Some
augar 1s exported, MNeat productlon is expected to reach prewar lovels by
1953,

Fast Cermany's intsgration into the Soviet Blos 1z virtually complsts.
Deliverieos to the Bloc, mainly to the USSR, include synthetic fuels,
special equipment and machinery, optical and precision instruments, potash,
cement, and porgelain ware, Despite extensive dismentling of factories and
cquipment, East German industry has considerable stratsglc importancs, and
thers is conpiderable evidence that its armeament and munition plants
nanufacture squipmesnt, particularly parts, for shipment to the USSR, Among
the major ond items especially useful for the Soviet military foyrces ars
trucks, optical instruments, explosives, and synthetdc fuelso '

East Germany®s foreign trade ia very largely oriented to the Bloe,
¥ile the volume of its exports is small as compared with Sovlist industrial
output, these exports constitute a valuable contribution to the total
Sovist Hloe econcmy, particularly becausse many of the products repressnt

spacisl sikills in the fields of chemicals, optical and prscision
instrumsnte, and speclal machinery, Of partieular eignificance is txm
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Fast German output of uranium ores and concentrates, which repressnt about
LS percent of the total uranium availabls to the USSR for its atomic

program,
2. Teonomic Resources and Production Capabllities,

. The iron and atgel industry of East Germany produced 875,000 metrie
tone of steel in 1950, or spproximatsly half of domsstic requirements,
The industry depende on imports for all necessary raw materials execept
gilicon and the fluxing agents., East Cermany is particularly short of
the scrap required for the production of raw steel, although plans are
under wey at present to expand pig iron produetion to alleviate the shortage
of scrap, However, in view of East Germany's great dependence on the Blos
countries for raw materials for this indusiry and the limited assistance
from these sources in the past, these plans may not be implemented, -

. The output of nonferrous mestals in Esst Cermeny is insufficient to meet
domestic requirements, and the deficits must be met by imports from both
the Bloc and outsids sourees, In this respsct, East Gemany is a ldability
to the Bloe, Copper output in 1950 is estimated at 35,000 metric tons,
or about two=thirds of domestic needs, Production is expscted to inersass
about 10 percent in 1952, Ko primary sinc is produced, and lead production
is not expectsd to excesd 20,000 metric tons by 1952, Nearly cne-third of
the lead required must be imported.

East Germany is the world'z largest producer of brown coal, and
reserveg sre extensive, It has, howsver, experienced greoat difficulty
in expanding production to the levels required by the growing demands of
the economy, The deficlency in output and ressrves of bituminous coal,
and particularly of coking coals, conaﬁtutaa a fundamental weakness of
the economy,

There are no known deposits of eruds oil in Fast Germany, Howover,
the well~developed synthatic liquid fuels industry is the largest in the
world, It is dependent to some sxtent on crude oil imported from Ausiria,
The total output of liquid fusls in 1950 was about 1,1 million metric tons,
of which the synthetic plants produced 95 perecent. In addition to meeting
nearly all domestic requirements for petrcleum products, ths synthetie
fusle industry in 1950 supplied 50,000 metric tons to the Soviet cecupation
forces and 300,000 mstric tone to the rest of the Bloc, Largs-scals
stockpiling has taken place, and special attention is now given to the
manufacture of such products as avlation gasoline, iso-octane, and jet fuel,

w @ w
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The largs output cf electric power in Eazst Germany, which raached
18,5 billion kilowati=hours in 1950, coniributss significantly to the
ssonomic potentlial of the Soviet Bloe, particularly by supporiing the
chemical snd synthetic fuel indusiries, which export their products to the
USSR, The Sowjetische Aktiengesellschaft (SAGe<Soviet-owned) plants
control about 30 percent of the generating capsclty and consums {rom 35 to
LS persent of the total production of eleciric powsr, Fower output,
howevar, is not sufficient to meet all of East Germany's requiremsnis and
is a limiting factor in the expansion of the economy. The expansion of
olsctric power output planned for 1952 ig not likely to be achisved,

The East German ghemical industry produces many strategic items for the
Bloc, Important smong these is sulphurice acid, a key chemical in the
manufseture of such materials as explosives, rayon, and rubber goode and
of intermediate prceducts used in their menufacture. The current eritical
shortage of sulphur has retarded Bast German production of sulphurie agid,
The chemical industry will be able to continus its importent contribution
to the USSR*s war potential only if it ecan import from the Wemt sufficlent
quantlties of pyrites for the production of sulphuric scid or if Albanism,
Bulgerian, and Rumanian pyrites are diverted from other Bloc consumers to
East Qormany. Other lmportent commodities produced by the East German
chemical industry include cellulose, soap, dyssituffs, and heavy chenleals,
Output of these lisms 12 wulnerabls to withholding of caustiec soda by the
West,

‘ The synthetic rubber indusiry in East Germany is the only large-scale
Satellite producer of thle produet, which represents an important element
in East Germany's contribution to the Soviet econcmic-military potentdal,
Most of the chemical products esssntial to the mamufacture of gynthetie
robber are available domestically, although some carbon black is obtained
from Poland and through elandsstine trade with the West. Export to the
USSR and the rest of the Hloc of more than half of the ammal synthetle
rubber output (estimated at 40,000 motric tons in 1550 and expected to
reach 47,000 metriec tons in 1951) has resulted in a domesilec shortage of
rubber goods, but the industry can bs expandsd considerably, Domsstlc
production of sutomotive tires is not sufficient to meet requirsments, and
about half must be importsd, Tire cord and rubbsr goods, howsver; are

generally exported to the Rloe,
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Although the Soviet Union dismantled 72 percent of the Eagt German
anginesring industry aftar the war, this industry by 1950 had been
rebuilt to the peint where it represented 25 percent of the total wvalue
of BEast, German industrial produstion, Of the present production
facilities, about 30 percent is Sovieteowned, The value of 1950
production of the engineering indusiry was about IM 5.2 billion, and
mdor the Five Year Flan (1951=55) it is expscted to reach 2 value of
™ 11.28 B1lion by 1955, The Flan, which providss for supplying equipment
for the expansion of the mining, metallurgy, and elsctric power induateries
and for the production of equipment formerly imported from the West,
appears to be overly ambitious, For example, smong the key goals ig
independsace Irom West Germany, from which it obtalned meny of its besic
requiremsnts before and since Vorld War II. Yast Germany has produced
surpluses of certain typss of textile machinery, precision instruments,
some machine tools and other lipght equipment and machinery but has besn
dependent, on West Gsrmany for trucks, bearings, heavy slectricsl equipmant,
heavy machine tools, and mining, metallurgical, and construction equipment
gonerally. The USSR receives sbout Ij5 percent of the annuel valve of
East Cerman engineering production from reparations deliveries and from
the output of Soviet-owned plants, which control 30 percent of the
industry's capacity. In addition, ordinary commsrelel shipments of
engineering products also go to the Soviet Union. '

Apparently there is little or no manufacture of complete weapons, bub
components of Soviet weapons are belisved to be prodused in substantisl
quantiiles apd sent to the USSR for assembly. Among these components are
‘parta for small arms, tenks, railroad guns, submarines, md sireraft. In
addltion, ammmnition, explosives, and machinery for munltions manufacture

. are produced,

Eest Cermany's output of uranium ores and concenirates, all of which
18 exported to the USSR, reprosents 45 psreont of the total uranium
available to the Soviet Bloc and constitutes a waluable coniribuition to
the Soviat atomic weapons progrem.

Rast Cermsny has regained self-sufficiency in grain production, it
sgain exports sugar, and meat productlion is expected to reach prowar levels
by 1953, East Germany also ruceives considerable quantities of grain and

S
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meat from other Bloc countries. These imports and a low levsl of
domestic consumption have allowad the building of stockpilss, About

1 million metric tons of grain reportedly were stockpiled in 1950 from
Soviet Bloc imports, and large additional imports in ezcess of Fast
Gsrman domestic requirements are planned for the next few ysars. 4
stockpile of 45,000 tons of canmed meat also is reported, and further
increases in maat produstlon are plamed in addition to imports. The
estimated graim production for 1950 is sbout 5,7 million metric tons, and
this is expected to riss to about 5,8 million tons by 1952, Meat
produstion is estimated at 566,000 metric tons in 1950=51 and is scheduled
to rise to 637,000 tons in 1951=52,

- Rast Germany produces no cotton, which has bsen imported in inersasing
amounts from the USSR, and it produces only about 5 percent of its wool
requiremsnts, the balance being obtained from foreign sources, Al though
the loss of plants and technicians to the USSR temporarily retardsd the
postwar development of the synthetic fiber industry, ite rehabilitation
is being sccelsrated to offset the shortage of natural fibers.

Froducticn of synthetic fibers ie estimated to increase from about
82,000 metris tons in 1950 to 99,000 metrie teons in 1952,

. East Cerman soil and climate permit a system of diversifisd farming
for the producticm of livestock, grain, and industriel orops, particularly
sugar boots, Prowsr production levels have not yet baen attained, but
recovery is greatly sdvauced.

l&o ﬁ'ﬂ!&ﬂaﬁme

The volume of Soviet traffic with East Germany is greater than with
any other Satellite, The entire East German transportation system mokes
sn important contribution to the Soviet economic potsntlial for war,
principally the rallroad system but also, to 2 lssser exient, the water
and highwsy transport systsms, Although the Fast Germsn airfield network
is of great strategic significance, no internal air traunsport operations
are conducted, and international operations are of no sconomic consequente.
Fast Germany?'s 51 airfields are, however, controllsd by the Soviet Alx

_ Force, and a fow of them have runways capable of accommodating heavy
bombers and jet fighters, '

) 5 L -
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The East German rail system carries a large proportion of the traffie
with the USSR, including reparations, military supplies, products of
Sovieteowned industry in East Germany, normal commerce, and transit
traffic from the West, Fast German rail traffic destined for the USSR
moves both across Foland for transloading to the Soviet broad-gauge
network and to East German Baltic ports for transshipment by sea, The
total volume of rail traffic destined for the USSR probably is at least
25,000 metric tons a day, In addition, the much greater volume of Fast
German internal rail traffic is essential to the maintenance of industrial
produetion for Soviet account, The USSR also receives railroad equipment
out of current Easi Cerman production,

Fast German inland and maritims water transport facilities, which are
important to the domestic economy, also participate in the movement of
traffic to and from the USSR, East Germany has no ccean-golng fiset, but
its Baltic ports handle a substantial volume of eastbound seaborne traffic
wnioch the rail l4nes across Poland to the Soviet Union probably eould not
entirely accommodate, The highway network of East Germany makes little.
direct contribution to the Soviet economic potential. Highway traffic
plays a significant part in the internal economy, howsver, and its wolume
and relative importance are greater than in sy other Satellite country.

So tion ovment, Skills, and Morale.

The population of East Germany increased by over 2 milllon from 1939
to 1946 but did not changs appreciably from 1946 to 1951, For 1951 the
population of East Germany, including the Soviet Ssctor of Berlin, is
estimated at 18,5 million,

In the early postwar ysars the repatriation of a large number of
people of Cerman ctock more than countsrbalanced the losses resulting from
the war, defections to the Western Zones, and deportations to the USSR,
Defections and a high death rats reduced the population batween 1948 and
1951, In 1950 alona, defections totaled sbout a quarter of a million
porsons,

% Buployment,

Employment in Jenuary 1951 was reportsd to be 7,945,000 persons,
excluding the self-employed, independsnt farmers, and Berlin workers,

6=
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The Soviet Sector of Derlin was specifically excludsd from the
1549 employment totals and apparently is excluded from the Five Year
Flan figures, FEmployment in the Soviet Sector of Bsrlin has been
fluetuating at about 600,000 and probably will continue at this level,
The number of West Berlin residents employed in the Soviet Sector has besn
greatly reduced,

About 49 percent of the reported labor force employed in January
1951 was in industrys 2l percent in agriculture; 22 percent in commerce,

. other services, and public employment; and 5 peresnt in transpertatien,

The Five Year Plan (1951<55) envisages an increase of 990,000 persons in
total employment, with the greater share in heavy industry. This gain

is to come from the net natural increment to the working age population,
increased employment of women, and absorption of the unemployed. One=third
of the total inecrease is to be achieved in 1951, and the planned increase
from 1951 to 1953 is nearly 500,000 workers, In 1953 the distribution of
ths labor foree is to be as followss industry, 51 percents agriculture,

23 percent; commerce, other ssrvices, and public employment, 21 percents
and transportation, 5 percent. _

With an estimated 390,000 persong leaving school in 1951, of whom
265,000 were to become apprentices, there would sppsar to be a sufficient
number of workers to meet the 1951 smployment goal, Shertagee of .
naterials and other limitation® on the economy!s capacity to ebsord the
increased employment will make achievement of the goal less certain. In
June 1951, unemployment was reported to be increasing as a result of
materials shortages, o ‘ B

The plan to inerease employment from 7.9 million inm 1951 to 8.k
million in 1953 may £all short of fulfillment, particularly if the annual
rate of defections to the West continues at the rate of one-=quarter of a
million & yesr and if shortages of materials, which prevent full

" employment, are not slleviated,

be Ievel of Technical Training, S_kill. and Efficiency,

In 1946 there were nearly 100,000 enginsers and technically tralned
personnel in East Germany., Defections among this group have been offsst
to some extent by the addition of newly trained personnsl, and attempts
reportedly have been made to recruit engineers from West Germany.

] 7 [
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‘ Lack of technical and skilled pergonnel is restricting increasss
in productivity. The shortags of skilled workers is to bs met by
te persons having lower qualifications than were formerly required,
By 1955, 122,000 engineers and technicians and 961,200 apprentices (in
trade schools) are to be trained, Productivity was said to have regained
prewar levels by the end of 1949 in light industry but not in heavy
- industry. By the end of 1550, 1939 lavels were to bo achieved throughout
the economy, In 1951, productivity is to rise by 14,7 percent over 1950
and is to be 60 percent above 1950 levels by the end of 1955, Short
supplies of materials and shortcomings in training programs, howsvery
" may restrict productivity gains,

¢» BExpansibility and Adaptabllity of the Labor Foree.

- The possible addlitional labor input which could be obtained from
the present labor force is limited by shortages of squipment and materiels,
The removel of these obstacles would permit inereased produzticen per worker
through overtime and through inereases in productivity. '

The Mve Year Plan (1951-55) is predicated on an insrease of

about 400,000 perzons in the working-age population by 1953, Such an
inereass would occur if there were no migration. If, howsver, the flight

£ refugees to Western Germany continues at the 1950 rate, the population
in this age group would decrease, Under thess circumstances the sxpangion
of the economy would depend on the manpowsr resources of & population
seversly depleted in the working ages and overbalanced with women.
Mobilizatlon requirements would even more stringently curitall labor's
contribution to the Five Year FPlan,

d, Yorker Morals,

living standards in Tast Germany are estimated to be at about
twoethirds of the 1936 level but are expectsd to rise alightly in 1951,
Foodstuffs remain rationed, and the prices of nonrationed goods ave
exorbl tant.

Efforts sre being made to allsviats housing shortages, The overwall
effect of controls and poor living conditions may be expected to result
in further lowsring of the morale,

, S~EeGeReE-T
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6, Administrative Organisation of the East German Economy.

Organization of the East German economy is closely tied to Plan
control and administration, Flan control is primarily exercised by the
USSR and the East German government, Howsver, it is important to nots
the esonorde control functions of the Socialist Unity Party (SED), The
virtual idsntity of State and Party has permitted the SED to place its
functionaries ai every level of production. For exmmple, the village
cooperative, which is the bazlc agricultural control instrument, is .
effsctively dominated by SED membsers, The method of introduction of the
Five Year Plan illustrates the powsr of the SED, Detsils of the Plan
were drawn up and completed by the Ministry of Flanning on 12 April 1950,
and the firat officlal copy was parsonslly tsken to Mosecow by President
Wlhelm Pleck for discussion and approval, It was only after Soviot
gpproval. had besn obteined that the Flan was publicly presented, riot by
the gowernmsnt, but by the SED at its national conclawe held in Berlin
from 20 to 2 July 1950,

a, Induawo

Exzept on the highest lewels of the planning organiszation, the
instruments of Flan preparation are also the instrumenis of control., In
the case of indusiry, the various Ministries concerned with Flan objectives
(1ight Industry, Heavy Industry, and Machine Construction) are responsibls
a0t only for the drafting of preliminary programs, including poteniial
Jislds, but also for performance, The State Planning Commission, asting
a8 a coordinating unit, does not have a primary interest in production

controel, .

As part of a marked tendency toward the centralization of control
in recent months, the intermediate control functions of the XKreise and the
Leender hawe been taken over by local representatives of national

L3trie® who heve direect channgle of communication to the central ,
government. In addition, & decree issuved by the government on 22 December
1950 provides for sweepling organizational changes in the govermment-owned
firne (VVB¢s), This decree des for the completion of the following
program by 1 April 1951: (a) dissolution of all lLand-sdministered
associations of government-owned firms (VVB-Lfs); (b) placement of large,
strategic factoriss undsr the direct administration of the appropriate
technical ministry in Berlin; (¢) placement of certain small, closely

9 e
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coordinated firms under the supervision and administration of larger
firms; (d) regrouping of the middle-sized firms into new regional VVBt's
which will d&iffer considersbly from the existing ones; (e) organization
into local commnsl enterprises of certain small firms belonging to the
liquidated VVB-L's; and (f) transfer of heavy machines from village
cooperatives to nationalized factories.

bo g E&culhm a

The control of agriculture, like the control of industry, is
exsrcised by the SED, By arbltrary and diseriminatory tax legislation,
high and disproportinate crop delivery quotas and the establishment of
‘Mschine Lending Stations (MAS) and the Farmers' Mutual Ald Society- _
(Vdg B), the government is preparing the way for gradual asceptance of
collsctivization, The Machine lending Stations rent tractors, respers,
threshers, and other agricultural machinery on a dally basis; while the
Ald Society is a farm cooperative, allegedly designed to represent the
intereste of small farmers, Political indoctrination of the peasants is
a supplemsntary function of both orgamdzations, Overlapping directorates
and SFD informers insurs that the basic egricultural poliey of gradual steps toward
collectivization is implementsd down to the village level,

State farms, establiched on the largé estates expropriated at the
ond of World ¥ar II and retained by the state, have bsen divided between
two administrations, the German Seed Growing Society (DSG) and the State
Domains, .

Wnile it appears that agricultural control in East Germany is
generelly effective, one serious shortcoming should bs noted. A lack
of coopsration betwsen the sdministrations of the Farmera! Mutual Ald
Society (Vdg B) 2nd the Machine Lending Stations (MAS) has militated
against the fulfiliment of production goals and hae helped to creats
shortages of agricultural mechinery, spare parts, sceds, fertilizers, and
brood livestock, - Morale smong the peasanis, who foresse slight, if any,
revards for their best efforts haz been redused.

¢o FEconomic Services (Transportation, Communications, ete.).

Railroads and communications were nationalized in East Germany
before the advent of Sovist control and the East German gowvermment,
© 10 =
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ds Fnance.

Local and state govermments have been effectively weakened by a
centralised budgetary control system whlch has stripped them of all
finaneial independence, According to a German source, all trsasury
transastions of the state budget have been turnsd over to the Doutscho
Notenbank, the ceniral bank of East Cermany. The Notenbank is in the
process of sstablishing a central bookkeeping aceount for each district, -
A1l cash on hand, except for a petty cash balance of 50 DM (East), shall
be turned over weekly to the Notenbank by the 20 municipal and 119 rural
districts of Fast Germany. Wage paymenis owed by the districts will then
be pald by the Notenbank directly to .the wage earners' accounts at the
dlstriot savings banks, These salary accounts, numbering about 1,200,000,
311 be maintained in the district banks to relieve the work load of the
Notenbank, In this way the Notenbank will be &ble to sdminister the

es of a1l communities, Moreover, the municipal banks will not
accept a cash transsction in excess of 10 IM (Fast).

79 Soviet Control over the Fast German Economy.

The ultimate objective of Soviet control over the Fast Cerman &sonomy
is complete domination of its industrial and military potential, In
connection with thia objective, the Soviets are attempiing to improve the
capabilities of East Germany to make substantial contributions to the
USSR in wartims as well as possibly to conduct war against bordaring statss,
In the meantime, the Soviets are obtaining inereased bonefits to their own
sconomy and to their wax potential, '

The USSR has been inereasingly successful in tightening iis hold over
Faet Germeny, Following the conclusion of hostilities in Purops, the
Soviets astively pursued a pollcy of crude and essentially unplanned
exploitation. This included outright requisition of materiais and
equipment and the imposition of bilateral trade pacts on terms over-
whelmingly advantageous to the USSR, Paralleling or following these actions
were Soviet measures to gain control over the East German sconomy through
the menagement of joint companies in key industries, infiltration of
Soviet "advisors" into key plants and government ministries, and general
direction over the entire economy through Sovietscontrolled political leadsrs.
More recently, the Kremlin has turned from its policy of exploitation for
immediate gains and has adopted 2 long-term and more sophiasticated policy
of exploitation through planned and integrated econonic development.

° 1]l =
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This policy is implemsnted by efforts toward integration through

(2) pacts of economic sollaboration, by (b) trilateral trade deals,

. end, most important, by (¢) the coordinating and planning activities of
the Soviet=Satellits Council of Mutual Economic Assistance, Theso
measures will greatly inoreass the flow of materials to the USSR and
will guarsntee continued development of tiie East German economy along
lines most beneficial to the USSR, '

Meanwhile, Sovlist domination iz sufficlently complste to insure
continued economic support for other Soviet objectives. This support
takes the form of (a) military manpower; (b) equipment and materials for
use in the USSR; (¢) technical and seientific personnel; (d) production
of military items for both Fast German and Soviet armies; (e) stockpiles
of important commodities; (f) port and rail facilities, warshouses, and
airfields; and (g) economic warfare against the Weat.

Although relatively few sclentific and technical personnel have been
moved to the USSR, the products of their akill are of major value to the
Soviet economy.

Furthermore, Soviet direction of the East GQerman economy toward the
basic Soviet goals for that country is evidenced by the high percentege
of East German naticnal income and budgetaxry allocations talen up hy
invesiment snd defenss expenditures, These expesnditures are ussd to
support the expansion of industrial eapacity, of the avmed forees, and of
the preduction of military items, Includsd in these sxpsndltiures are the
accumulation of stockpiles (particularly of petroleum products and
foodstuffs) and the construction of airfields, rallroads, transshipment
polnts, warehouses; and possibly some underground facilitisas, A1l of
these efforts are undertaltsn, at least in pard, to improve the sirategle
position of the USSR, Some of these activities indicate preparation for
a general war; others, preparation for local wars not involving the use
of Soviet armsd forces. :

The Soviet policy of exploiting and at the same time vigorcusly
pressing the long-term dovelopment of Fast Gezrmany has crsated problems
for the USSR, Serious raw materials dsficlencies, which can be met only
by imports from the USSR and the West, havs developed in East Cermsny,

- In meeting the very high plannsd rates of investment, Eest German
oivilian consumption has been cut back, thus retarding the recovery of
living standards. The cutback in civilian consumption has in turn bsen

@ 12 -
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ascompanied by inflation, which has impaired the officlency of the East
German economy and creatsd popular discontent, Attenpte at forced
collsstivization would further reduce supplies of civilian goeds and in
addition would stimulate discontent in rural areas, Nevertheless, such
comoditles as iron ore, certain ferroalloys, raw materials for the
chemical industry; and cotton, which the USSR supplies to East CGermany,
are net criticelly short in the Soviet Union, end East German imporis
from non=Bloc sources are largely pald for by exporis to the West, Hence
Fast Cermeny clsarly mskes a net contribution to the military potentiel
of the Bloe, and partisularly to that of the USSR, and will mske larger
contributions in the future,

8o Soviet Program for Fast Germany,

The Soviet longsterm program for East Germeny snd the role that the
latter 18 scheduled to play in the Soviet Hloc are reflscted in the mutual
trade sgreemsnts and in the Five Year Flan (1951<55). The gensrsl program
and the method of accomplishing it i3 outlined in the preceding ssciion.

The East German economy i8 being rapldly integratsd with those of
the other Soviet Bloc countries through a series of trade agreements with
the USSR and the Satellites, Such integration is, of course, 2 major part
of ths Soviet program, Ths most striking feature of these agresmenta ie
the large percentsge increase in total trade. No formal trads egreement,
howsver, was signed with any non-Bloc country in 1950. Existing agresments
with Western countries were allowed to lapse, aznd the small amount of
irade cerried on with the West was handled on an ad hoe basia,

A trade agreoment with the USSR signed in April 1950 provided for am
incroass of "more than 35-percent in trade,® An agrecment with Foland
ealled for a 60-percent increass in trade during 1950, involving exchenge
~ of East German manufsctursd goods for Rolish raw materials. Fast
Germany's 1950 treaty with Czechoslovakia provided for a tiads incresase
of ™more than 50 percent” over 1949 levels, with East Gormany to receive
foundry coke, rolling-mill products, food, and taxtiles in return for
chemicals, precision instruments, fertilizer, ete. Both Foland and
Czechoslovakia, according to thess treaties, were o provide gwods on
credit -~ & taclt admission of the atrain placed on the Fast German
gconomy by ths proposed expansion of trade, Iong-taim treaties concluded
in 1950 with Poland, Czechoslowvalda, and Hungary, besed on the Five Year
Flane of those couniries, are another indicatlon of the inecreasing
intsgration of the Bloc economy in accordance with the Soviet long-term

program,
13
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Troaties for 1950 with the smaller Satellites followed the usual
pattern of providing for the exchange of Csrman industrial produots for
foodstuffe and raw materials, The most striking feature of these agreements
was the large percentage increase envisaged in East Germany*®s trads with
these countries, which had heretofore been almost negligible, The
original trade agreement with Hungary, which was valid from October 1949
through December 1950, provided for an exchange of goods valusd at $22.3
million, A sup ntary agresment concluded in March 1950 provided for
an increase of 4O percent over the level originally planned, while &
second supplement, signed on 31 July 1950, callad for a 7O=psrcent
increase over the original Flan totals, The 1950 agreement with Bulgaria
called for a "fivefold increase" over total trade in 1949, which amountad
to only about $3 million, Trade agreements for 1951, which appsrently
follow the samo patterns and trends evident in the 1950 agreemsnts, had

" already been concluded with Bulgaria, Rumania, and Hungary by the end of

1950,

Purther progress toward integration was achieved in a series of
agreements calling for scientific, technological, and cultural coopsration
among the Satellites. S

Thers is evidence of Soviet control of East Cerman trade agreemants
snd contracts, Other majer features of the Soviet program for Fast
Germany can be read directly in the present Five Year Flan (1951=55),
which is discussad immodiately following.

9, Main Goals of the Present Five Year Flan (1951-55),

a. FEconomic Flanning,

Foonemic planning in East Germany® is carried on much ag it is8
in the USSR, Flans are centrally formulated and approved in their final
form by officials of the Soviet Union. Supervision of plan fulfillment
and increasingly centralized administrative controls are executed by
Party (SED)#¢ organizations and functionaries, Frivats enterprise is
diminishing, nationalized and Soviet-expropriatsd plants together
accounting for approximately two~thirds of the industrial ocutput.
Measures preliminary to the collsctivization of agriculiure have been
taken, The current Five Year Flan (1951=55) aims at the complete

% Tast Oermany, the Soviet-sponsored gowornment of which ia called the
Dsutsche Demokratische Republik - the Geyman Demooratic Republie (GDR) -,
includes the Soviet Zone of Germany and the Soviet Sector of Berlin

% Soslalistische Elnheitspartel Deutschlands (Scolallist Unity Party)e
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integration of the East German sconomy with that of the Soviet Bloco
Controls are sufficlently comprehensive to provent major deviations from
pursuit of the Flan goals, Among the key goals of the Flan are economic
independence of Wost Gormany and conversion of the industrial potential
to direct and indirect armaments production. The goals, howswer; seem to
be too high to be achieved in thelr entirety.

_ The pattern of emphasis on industrial development of the Satellites
is apparent in Soviet plans for East Germany, The orlginal Five Year FPlan
(1951-56) contemplated an average annual investment in industry of DM 3.6
billion, an increase of 38 percent over 1936 levels, The planned lsvel
of investment is even more significant in view of the fact that Fast
Germany already is highly industrialized., Investment and production are
largest in the engineering industry, particularly in heavy machinery.

Under this Five Year Flan, production in 1955 is to resch a value
of TM 11.28 bvillion. The Flan provides for supplying equipment for the
oxpansion of the mining, metallurgy, and elsciric power industries; for
production of many lines of equipment formerly imported from the Wast; and
for surpluses to export in exchange for raw material imports. Production
of capital goods in 1955, sccording to the Flan, would be from 250 to 260
parcent of the 1936 level, which is similar to the output achieved in 19hk.

Yo gggic\ﬁ.t.ural Development.

Agricultural development has a much lower priority than does
industery in the East German scheme of economic planning, Although
agricultural production ia scheduled to rise, the main economic effort is
to increase industrial production.

¢, Civillan Qong_nmt.iaxo

Civilian consumpticn in East Germany is still below the 1936 levsl
desplte poatwar increases in living standards., The allocation of textiles,
food, and other consumer goods, howsver, demonstirates that civilian
consumption is given a relatively low priority. Flans for the production
of consumer goods do not envision basic increases in living levels before
. the end of 1952, :

- 15 -
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4, Pressnt Flan Goals,

, . The original Five Year Flan goals were revised on 1 November 1951.
The original Flan submitted at the SED convention of 20 July 1950 has been
in effact for 10 months, The revisions apparently ware timad in ¢onnection
with the conclusion in September of a long=term trade pact with the USSR.
Preliminary review of naw PFlan targets shows a large increase in production
of iron ore and plg iron to 3,65 mdllion and 2 million metric tons, .
respactively. Steel targeils are increased only 8lightly over the original
Plan and are to resch 3 million tons by 1953, The rovised targets for
output of heavy machines and heavy electroenginesring equipment show

major increasss, For example, producilon of machine installations for the
power industry are to increase 610 percent over 1950 instead of 28); percent
as in the previous Flan, Targets for basic chemicals also have increaszed
as follows: sulphuric acid, to L50,000 tons from 400,000 tons; caleium
soda, to 60,000 tons from 380,000 tons. Synthetic gasoline has been
raised to 927,000 tons from 760,000 tons, and diesel oil to 650,000 tons
from Li75,000 tons, The coal industry targets reveal the fallure of hard-
coal mining and therefore an increasing shift to brown ¢oal, The targets
for sslected consumer goods remain gensrally the samo as in previcus Flan,
but over-all consumer industry targets appear to bs lowered. The heavy
smphasis on basic and heavy industry at the expenss of consumer industries
reveals weaknesses in heavy industries which probebly can be alleviated
only by trade with the West,

The Flan for agriculture calls for an increase of 57 percent in
value of production over present levels. Output of grains is {0 b 11
percent above the prowar level; sugar beets, 27 percent, Food
availabilities ere to increase only slightly above 1936 level. The Flan
also envisions wage and selary increages and price reductions. By 1955,
Tast Germany should, acco to the latest announcement, be producing
twice as much goode as in 1930, Moreover, an upward revision of
capital investment to IM 28,6 billions for the S=year period also is
‘plenned, stressing the engireering industries and heavy industrial

equipnment.
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\ ' The Soviet Union receives dirsctly from East Germany approximately

$2 billion worth of unccmpensated goocds end services a year. Uncompensated
deliveries include the shipments of industrial goods tc the USSR as repara-
tioms, occupation costs and troop maintenance, snd other services., SAG
(Sovist-owned) plants accoumt for 4 percent of reparatfons shipmeats; public-
owned factories, 39 percent; and privately owned firms, the remaining 17 per-
cent.

The chisf items shipped under the reparatioms progrem include equip-
mont for electrical imstallations and reflrceds; mining, metellurgical, and
metalworking equipment; and ships and marine equipment. Industrial raw
materials do not bulk large in East German deliveries to the Sovist Unionm,
uranivm being the ons raw material of importance cbtalned by the USSR,

The Soviet Union claimed that East Germany by the middle of 1950 had
peid only about $3.7 billion of the $10 billion reparations bill, Of the re-
mainder, or spproeximately $6.3 billion, the USSR forgave 50 percent and ordered
that the remaining 50 psrcent be paid, in terms of 1938 dollars, over a period
of 15 years, In current dollar value this sum represents an annual burden of -
from $500 to $600 million, Im 1950, East Germauny‘’s actual reparation dslivsries
-amounted to over DM 1 billion in 1944 values, or about $600 million.

- To this total must bs added about $300 million annuelly accruing te the
USSR from SAG operations and profits, an additional sum for freight charges, the
. supply of marks teken from the national and laender budgets, and the Soviet

military occupation coste and maintensnecs of 300,000 Soviet armed forces. {Oc~
cupation costz and troop maintenance probably represent from $120 million to
$180 million,) The total of uncompensated deliveries is thus between $1.5 -
billion and $1.7 billion a year. o

" In 1950 the Bast German budget containsed the following items which con~
stitute direct appropriations to the benefit of the USSR as the occupying power:

- 17 =]
SE-C-R-E-1

Approved For Release 2000/08/29 : CIA-RDP79R01012A001500030029-0



Approved For Releagg 2000/08/29 : CIA-RDP79R01014001500030029-0

S-E-C-R-E-1
East Gorman Budget Allocations
to the USSR
1950
——Million DM

Reparations from Cwrrent Production 9%
Price Subsidies on Item 1 300
Transport Costs L 0
Miscellaneous Expenditures 10
Transfer to Account 153 of DNB 1,993
Trensfsr to Account 154 of Garkrebo 400
Total 3,243

Scme of the corresponding figures are available for 1951 as follows:

East Germsn Budget Allocations

to the USSR
1951
— Million DM

" Reparations from Current Production 527
Price Subsidies : 373
Transfer toc Account 153 of DNB 1,950
Transfer to Account 154 of Garkrebo 600
Total : 3,450

Taking into account Soviet takings which were not publicized and the illegiti~
mate benefits which the Soviet Union is obteining through preferential pricing
in foreign trade, it has been estimated that Soviet takings total about DM 6
billion.®# Estimates of reparations and uncompensated deliveries become com-
plicated because of difficulties in sstablishing prices and' exchange rates and
because of hidden values, : '

25X1A
= I, 10 sep 1951, pp. 38, 39.
S-E-C-R-E-T
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the Bloec.

It is estimated that less than one~third, and perhaps less than ong-
fourth, of prewar Germany's total munitions capacity was located in what is
nov East Germany., Of the 13 principsl wartime menufacturers of heavy weapons,
only 2 were located in East Germany, both in Magdeburg, Even the menufacture
of amall arms and of small-mrms ammunition centered in the West, but Subl in
East Germany remains an important center of this production,

' Liquidation of the East German munitions industry ss provided for undsr
the Yalta Agresment and the Potadam Declaration was complsted bafore the tergst
date of June 1948, However, the Soviets viclated these sgrecmensts by glvine
Fast German plants sxtensive opders for weapoms eompomsmis, The fulfiliment
of these orders has been assured by Soviet assistance in plant rehabilitation
and in providing raw materials, ' ' :

: - No accurate sstimates of present preduction of military items in East
Germany can be mads on the basls of available information, It is believed,
howsver, that little or no manufacturs of assembled military woapons has yot
teken place in East Germany but that components of Soviet weapons are baing
mede In substantlal quantity. These are sent to the USSR for assembly, This
situation probebly will continue through 1952, Among the componsnts produced
are parts for both smalil arms and heavier weapons, imecluding tamks, reilroad
gune, sulwarines, and aircraft., No less than 30 firms are reporied to bs making
major components of the Soviet T-34 tank, In sddition, explosives, ammunition,
machinery for munitions manufacturs, and small shipe are produced, snd swmmie
tion depots and dumps are being built up.

In addition to the manufacture of components for Soviet weapons, the
Fast Cerman industry regularly engages in repair work on weapons of the Soviet
occupation forces, :

Tha German Type-42 machina gun, about 1,000 of which are belisved to
have bsen made within the past 2 years, is the only complets weapon manufactuxed
in East Germany. The Alert Police are equipped in pert with the World War II
98- rifle, and there are reports of now East Gorman production of this rifle
in 1950 for the police,

Information available at present on the East Germen arms industry cen
be summarized as follows: - , '

(1) Ninety-three ammunition depots end dumps in East Germany have been
identified, and there probably are mors which have not been definitely located.
They vary in sive from small military unit dumpt to large supply and storage
depots, Some are loceted underground, and many are former Germen military bases

S-E-0-B-E-L
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vhich have been taken ovar by Soviet army units and are now boing used for
ordnance and smmunition swpply depots,

(2) There are 32 firms in East Germany reportedly preducing tenk
parts and subassemblies. Reports of complete tank assembly in the Magdsburg
and Kirkmoesser areas have not bsea confirmed, although this i1s believed to
be possible in view of the quantities of tank parts produced in East Germany .

(3) Nmrm firms also are engaged in the prodmctiw of heavy gun

- asgemblies, artillery prime movers (tractors), signal apparatus, chemicals

and explosives, military clothing and equipment, submarine parts, aircrai‘t
parts, and chemical warfare agents.

(4) The key plants for armsment production in East Germany are the
SAG (Soviet-owned) installations. However, meny nationally owned (VEB) and
- privately owned plants also are producing armements. Scms of them produce
independently, and others meke deliveries to other armement plants,

The East German alreraft industry is presently small because of
the large-scale dismantling of aireraft factories carried out after the war
by the USSR. No tactical or transport aircraft, either jet or comventional,
are belng made, Production 1s limited to alrcraft parts and low-horsepowsr
engines, It is reported that in 1947 the Soviets stopped diemantling under—
ground manufacturing installations, many of which were aircraft factories,
and investigated their possible use in the cvent of war. No information has
been received, however, with regard to the reactivation of thess plants to
producs aircraft parts. In any event, the deportation of key German scientists
has made it very difficult to rabuild the industry.

In swmary, it appsars that the Soviet Union is vigorously ex-
ploiting the industrial capabilities of East Germany to :lmprove the military
position of the USSR.

The Five Year Plan {1951-55) contemplates an avorage annuval invesiment
in industry of DM 3,6 billion, an increase of 38 percent over 1936 levels, or
DM 18 billiom for the 5-year pericd. The latest announcement on the subject
shows that contemplated total investment has been increased to DM 28, 6 billion,
or DM 5,7 billion per year,

Investment is largest in the enginsering industry, perticularly in
heavy machinery. Reconstruction of 24 machinery manufecturing plants crucial
to the success of the Plan is scheduled to taks placs by 1953,

@ 20 -
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_ - The follouing table shows the most rocant infomation on the in-
vestm@nt in the enginem'ing industries:

Distribution of Investrent in the Enginesring Industries

Fexcent
Heavy Machinery a/ 42

General Machinery 8
Elactrotechnical Equimmt 14
Precision and Optical Equipment 6
Rail and Motor Transport Equipment 5
Shipbuilding 25
Total 100

a, Includes the machine tool and bearing planis,
vhich ars to employ 4.5 percent of the werkers
and rocoiwe 17 percont of the invesiment,

Investment plans for 1950 and 1951 before the recent anmouncmmt
increasing the total planned investment can bs summarised as follows®y

East Gorman Investment Plans

1950 and 1951

‘ Million DM
1950 . 132.;- '

Budget 1,567.3 .  2,221.3
Amortization : 266.6 521.5
Loans, Credits, and Self-financing 315.5 712.3
Berlin 200.6 358.9
Subtotal | 23500 28140
'Major Repairs 177.7 392,0
Supplementary Investments in Berlin 2744 316.1
Supplementary Investments for Zone 0 135.0
Total - ' ' 2,802.1 RITA ]

25X1A

» I 10 S? 1951, p. 4.
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Investment in SAG's has beoen estimated at about DM 420 millicm in |
1951 and in 1950 about DM 350 milliom.

It 1is very difficult to give even limited meaning to announced
percentage figures on econcmic sctivity, that is, to translate them into
comparable production values., Table 1 of the Appendix shows the gross in-
dustrial production. Several official reports® on gross industrial production
show planned production for 1950 between DM 21 billion and DM 23 billion.
Gross industrisl production in 1949 was reported as DM 17.7 billion %#

Table 2 of the Appsndix shows the gross national product by sources
in millions of Reichmarks 1936 purchasing power. The data must be used
cautiously because of the many unimown factors end assumptlons., They may,
however, be useful in connection with soms specific problems,

Attempts to answer the qusstion of allocation of resources and capa-
bilities categorically might lead to complications not only because of un-
cortainties in gensral but also. because of the difficulty in comparing valuss
which may be expressed in differemt units.. ,

The following rough comparison is thersfore to be considsred with
caution, although it gives some idea of relatlive allocationms.

Total uncompensated deliveries to the USSR from 1945 to 1950 have
beon estimated at bstwesn 11 and 12 billion current US dollars, or an avérags
"of over $2 billion a year. These operations far exceed East Germany®’s total

commercial trade, On the basis of exchange rates to August 1950 (RM/DM =
$0.40; since August 1950, $0.30), this would smount to DM 5 billien.

25X1X  pecording tol N the total Soviet tekings for 1950, including
reparations, price subsidies, tremsport costs, and transfers to spscial ac~
counts, would amount to DM 3,74 billicn, Correspording figurses for 1951 are
given at DM 3.4 billion. The same source estimates that unpublicized end il-
legitimate benafits to the Soviets through preferential prices might raise this
amount to about DM 6 billion, From these data it would appear that Soviet un~
compensated takings would be roughly squivalent to the average yearly capiltal
investment, as indicated in the Five Year Plan announcements of DM 3.6 billion
and the latest one of DM 5.7 billion per year. Fach of these liems appears to

25X1A = i © o-: 19.9; [ > 7 195; Atbrecht
speech on Five Year Plan, Jul 1930, :
e 17 uar 1950, 25X1A

25X1A .
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be betwesn one-quarter and one-third of the gross national produet. Other
estimates also indicate that Soviet uncompensated deliveries from East
Gormany up to 1950 hava besn fram sbout 25 to 30 percent of the East German
national income. _

The allooat:lon for wilitary equipment. cannot ba estimated oven
roughl.y based on the available information. _

Sj.nce 1945 govermmental control has oonatantly narrowed the scope of
independent enterprise in the fields of commerce smd distribution. Private
business per e is not prohibited, and independent artisams and wepalr shops
of all kinds still exist, but only at the sufferance of the government and
uvnder strict regulation, The activities of this private sector of ths cconomy
are kept in chec¢k through such devices as discriminatory tmtion, retro-
active tarxes, and the selective allccation of new materials. In additionm,
Fpopular” pressure is sometimes exerted through the trade unions, which con-
tinue to perform their original function of protecting the workers? intor@sts
from the private employers.

: Although private enterprise is still predominsnt in parts of the distri-
bution apperatus, it is highly regulated and retains only auxiliary functions,
serving in many instances as subcontractor to state-owned firms, It accounts
at present for approximately 22 percent of production and iz obviocusly a
diminishing sector of the East German economy.

While it 1s difficult to obtain up~to-date statistics on the progress of
nationalization in industry and services, the pattern of this program is quite
evident, In February 1950 I 25 X 1 X
nationaligsed plants, while representing only ebout 8 psrcent of all East
Germen plants, accounted for about 50 percent of industrial output, A US
Army estimate of Emst German production In the first half of 1950 indicated
that nationalized industries accounted for 65 percent of ths totsl, Production
of the 120 Soviet-owned (SAG) plants, which formerly belomged to Nasis or
"yar criminals" but were expropriated and placed under Soviet ownership and
administration, was estimated at from 25 to 27 psrcent of total output. The
estimated balance, or from 23 to 25 percent, was produced by private industry.
Contributing to the difficulty of accurate reporting on the SAG plants is the
Soviet practice of smalgemating these firme inte large combines, now nmbs:eing
20, and returning the smaller, uneconomical businesseés to the Germans,

The further socialisation of industry through a gradual attrition of
private factories is an avowed goal of the Five Year Plan (1951-55). By the
end of 1951, state-owned factories, including SAG plants ordinerily considered
to be outsiﬁe the East German economy for plamning purposes, are expected to
account for 76.7. percent-of total production. Retall trede still remains
largely in private hands,

“23 .
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The govermment has not yet implemented its intention of collectivizing
agricultura, although the measures employed to control agriculture are
preliminary steps toward that end. Reports circulated early in 1950 indicated
that the first model collective farm would go into operation during that year,
but this action has not yet been confirmed,

It is believed that the govermment will continue to restrain the use of
overt collectivization measures bscause of the adverse effect which they
would have on both East and West Germans, If the rate of collectivization
is stepped up, it is believed that govermment procursment of agricultural
products would be edvorsaly affected as a result of widesproad peasant re~-
sletance, It is belisved that no other forces of opposition would play a
. significant part in resistance to collectivization because it appears to be

‘a question of effective govermment control.

Dismantling of East Gorman industries began in the middle of 1945 and
continued sporadically through 1946. Estimates on the extent of dismantling
indicate a loss of industrial -capacity equal to about 30 percent of the 1943
level, Dismantling and wer demage combined reduced the East Cerman industriel
capacity to less than 50 percent of the 1943 wartime pesk capacity.

By the middle of 1946 the USSR realised that dimmantling of East German
factories was detrimental to the full utilisation of plant capscity. It was
therefore amnownced in 1946 that plants earmarked for reparations would be
transferred to Soviet ocwnership but would be left in East Gormany to be operated
with German labor and rawv materials but under Soviet owmership. Seventy-four
of these plants were returned to the East German government in March 1947.

Subssquent information Indicates that the Soviet-owned companiles control
about one~third of East Germany's total brown coal production, two-thirds of
the potash production, one-half of the metallurgical capacity, one-half of the
cement capacity, and from 90 to 100 percent of other building material capacity.
Reports estimate that the Soviet-owmed (SAG) plants by the end of 1949 had an
absolute monopoly in the basic chemical industries and also exsercised control
over 3,000 state-owned enterprises and approximately 24,000 privately ownod
enterprises in other industries through thelr control of coal and power pro-
duction, The Soviets also own 30 percent of ths pressnt production capacity
of the enginsering industries, which account for 25 percent of the total value
of East German industrial production. The valus of the 1950 production of the
engineoring industry was about DM 5.2 billion. The total number of Cerman
employses working for SAG plants 1s estimated at about 300,000, not inecluding

< 2!‘ =
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7,000 employed in uranium mining., The East Germen govermment has mo in-
fluence on the SAG plants but is obliged to deliver raw materials and
machines to them on a priority basis and at prices fixed below production
costs, Prices for finished products which are to be deliversd as reparations
are based on the value of the 1944 Reichemark. It is estimated that the value
of SAG production in 1950 was about DM 3.6 billion in terms of 1944 prices.
SAG production is delivered to the USSR or axported on Soviet account,

: In addition to the SAG enterprises, the USSR has assumed a Trustce
Administration Control over 309 industries with 34,000 employess in Berlin,
vhlch in 1947 produced DM 439 million worth of menufactursd goods, of vhich
38.5 percent went to the USSR. Table 3 of the Appendix shows the distribu~
tion of various items in the planned SAG production for reparations sccounts.

14,

The benefits to the Soviets from East Germsny are apparent from the Sovist
long-term program and the trade agresments, particularly in view of the progress
in Integrating East Germeny into the Bloc. East Germeny makes substantial con-—
tributions to the sconomies of the USSR and the Satellites not only through its
commercial exports of heavy industrial machinery, precision instruments,
uranium ores, and chemicals but also through uncompensated deliveries to the
USSR, East Germany's commercial exports to the USSR were valued at en estimated
$369 million in 1950 and were composed of the seme types of cosmodities as
those delivered as reparations, It is comsidered probable that axports will
remain about the seme through 1952. The value of the uncompensated deliveries
exceeds the value of exports to the USSR. This subject has already besn dis-
cussed wnder the heading = "Allocation of East Germany's Economic Resources,"
East Gormany 13 one of the most industrisliszed areas in tho Sovist Bloe. It
is heavily dependent, howsver, upon imports of raw masterials, and this weakness

" has been aggravated by the excessive demands of the Bloc for industrial
producta,

A slower rate of increase in East German exports to tho Soviet Bloc and
a sharper rise in imports from the Bloe in 1950 suggest that the rate of
Soviet exploitation of East Gsrmany has passed its peak. The nel Soviet gain
of imports over exports to East Germany droppsd from $177 million in 1949 to
$57 million in 1950, The other Satellites also were forced to conmtribute more
resources to the East German economy in 1950 than they did in 1949. Credits
were extended by Czechoslovakia and Peland, and the East German deficit in
Satellite trade rose from $20 million in 194.9 to $72 million in 1950,

Fulfillment of East Germen commitments to the Bloc is dependent to a
large extent on trade with West Germany, Trade with the rest of the world,
although accmm’cing for only 9 percent of total trade in 1950, is nwerthelass

ﬁ-@:‘g‘ﬂ"&?ﬁ
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strategically 1mpox"tant and of uitimate benefit to the Soviets. A substantial
proportion of imports from these countries represents commodities which East
Germany cannot secure from the Bloc. .

The continued development of East Germany 'as & major source of manu-
factured goods for the Sovist Bloe is to be expected, unless vital imports
are cut off from the West. It is probable, however, that further expansion
will procesd at a slower pace than in 1950 and that increased East German
exports will require a still greater increase in total imports., Moreover,
as the effects of Western export controls become more restrictive, a greater
proportion of total imports must be supplied by the Bloc.

Uncompansated East Gsrmen deliveries will continus to contribute sig-—
nificantly to the Soviet econsmic and military potential through 1952, The
total uncompensated deliveries to the USSR in the form of reparations, requisi-
tions, financing of Soviet-oumed companies » and occupation costs from 1945 to
1950 inclusive ars estimated to be between 11 billiop and 12 billion current
US dollars, or over $2 billion a year., Thess operstions far excesd East
Germany's total commercial trads, ' '

Dismantling affected practically all industries and, together with the
effects of war damage, reduced the industrial capaclity to about 50 percent of
the peak 1943 level. Available estimates seem to indicate that the Soviet
Union has been taking between 50 and 65 percent of the total production of
finished industrial and consumer goods,

Despite various irdustrial and financial difficulties, reparation de-
liveries have been substantially met by the East Germsn sconomy, partly
because Western export controls have not halted non-Bloec trade, Planned
increases in industrial capacity indicate that Fast Gormany 1s liksly to con-
tinue uncompensated deliveries to the Soviet Union or on its account at the
rate of from $1.7 billion to $2 billion a yoar through 1952,

15,

Eest German foreign trade is caaracterized by imports of raw materials

and exports of finished goods, although some comodities, such as uranium
ores end concentrates, provide excsptions to this pattern. The necessity

. of mesting commitments to ths Soviet Bloc largaly sets the pattern of East
German foreign trade., Trade with the Bloe comprises sbout three-fourths of
total trads. In 1950 the USSR took about 44 percent of Eant Germen axports
and supplied about 33 perceant of imports. The composition of exports to the
USSR is mot expected to change extensively by 1952 but probebly will be altered
vhen heavy industrial plants reach the production levels scheduled for 1954-55.
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Trade with the Satellites is increasing, both absolutely and relatively,
a8 East Germeny provides much of the industrial equipment and materials
required in Satellite develomment programs.

Detailed information on intra-Bloc trade is lacking. Howsaver, every
effort 1s being made to develop the East German economy with minimun de=
pendence on non-Bloc trade. The decline in the export surplus in trads with
the USSR end a rise in the import surplus in trade with the Satellites be-
tween 1949 and 1950 suggest that direct Bloc exploitation of the East German
economy pusaed its psak in 1948,

Officlal trede with Vest Cemmany was 18 percemi of total tmde in 1950
end wvas valued at $75 million. Clendestine imterscmel trade, howover, e
eatimated to be as high as from $250 million to $300 million a yoar, which
indicates the importance of such trade in the East Gorman sconcmy. This :
trade ensbles East Germany to obtain industrial requirements essential to
the fulfillmpent of production quotas. Trade with the rest of the world
accounts for only 9 percent of the total. ' Electrical, railrosd, mining,
motallurgical, metalwerking, marine equipmnt and shipa ars the chief items
dslivered vnder the reparaticns program, These delliveries have aggravated
Bast Germany's sconomic difficulties by contributing to shortages of materials
and of foreign exchange needed to obtain Western industriel equipment, dut
planned increases in industrial cepacity indicate that East Germany probably
will continue to make reparations shipments at the rate of frcm $1.7 billion
to $2 billion a ysar throwgh 1952,

Trade statistics from Western countries show exports to East Germeny
valued at $108 million in 1950, Nearly $33 million worth, or about 30 percent
- of the total of ‘detailed imports, represented motals and matal products,

Wast Germany delivered $27 million worth of this totsl., The second largest
import category was chemicals and phaxmaceuticals, valued at $17 millien,

of which $1Z million worth ceme from West Germany. Food imports ranked third,
accounting for $15 million, and nonelectrical machinery imports, virtually
all of which came from West Germany, came fourth and werse valued at $11
miliion,

The following table shows trade in millions of dollars of value by prin-
cipal countries and areas, ratio of trade with each country or area to total
trade, and psroentage of change with each country or ares:

o 27 =
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East Germen Imports, Exporits, and Total Trade

1948-50
( ‘gaﬁim ( Value Pgr;e::l Pe:-:entn_ ( Velue  Percent  Percente
Source or ons Millions of To age Change (Millions of Total' ‘age Change
Degtination 28D of Dellars) _Trede . Srom 1948 ef Dollare) _Trade = from 1949
Jmports
US| 51 91 315 e 78.4 156 33,3 6725
Satellites i 79 . 2.3 & 91.5 200 - 42,6 *158.2
West Germany 2 74 25,6 s 2.8 75 16,0 & 1.4
Other 28 45 15.6 ¢ 60,7 38 8.1 - 156
. Subtotal 2 29 00 . <53 &8 ;g e 623
B Exoorts ,
i_ s USR 68 208 54,5  #117.6 213 . 439 8 24
: Satellites 34 59 154, 4hol 128 26,3  #117.0
w3 Hest Gernany &1 68 .8 s 1.5 96 19.8 * 412
. Other 23 V. 123 +104.3 9 10,0 & 2,1
Subtotal i% 282 20,0+ 989 6 2900 21,0
Lotal Trade
USSR ' 119 299 bbb  *151,3 369 :
Satellites 7% - . 138 205 o265 328 o Lz
West Cornany 139 Y2 2.2 . 2.2 7 .9 o 20.4
Other | 51 92 137 -804 o 9.0 - 65
Total ' 28 , &}_ o A0g.0 e 75,2 23 100:0  » 42,2
‘8, Detimated, '
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The coumparative amphasis on various commodities in East Germany's fareign
trade in 195152 will follow the pattorn already established., Flanned import
for the variocus branches of East German industry during the fiseal year 1951~
52 will total $867 million, with the principal items as follows: food, $304
.mdllion; motals, $222 million; textilss, $101 million; mining, $93 milliom;
and chemicals, &75 million, Flanned exports are set at $729 million, of which
machinery and electrical engineering will account for $318 millien; chemicals,
$120 million; precieion instrumnts, $88 million; and mining, §77 million.
Therefore; the indicated goal of tetal trade for the 1951 fiscal year is ap=
proximately $1.6 billion, an increase of more than 60 percent over the 1950
total trade, I% seems unlikely, however, that overt trade; at least, will
amount o much more than §1.2 billion in 1951 or about $1.5 billion in 1952,

The foroed redirection of East German ¢rade to the Soviet Bloc and the
large sxpansions planned for 1951-52 are expeoted to preduce strains in the
soonomies of both East Germany and its Bloc trading partners, For exampls,
the USSR probably will be unable to mrovide East Gormany with aluminum in
1951=52, as it has in the past, besause of heavy demands from China, It is
Llikewinso unlikely that the USSR will bs able to deliver bauxite before 1552,
and the 60,000 metriec tons promised by Hungery will not meet East German
noeds. The USSR also will have diffieulty in mupplying steel needed by East

Germany,

The increasing integration of East Germany's foreign trade into the Bloc
economy will contimus, East Germany’s role as purchaser for the Blse in the
West, porticularly in West Germany, will become increasingly impertant, An
indication of this trend is the plan for East Germany to assume responsibility
for all machinery purchases in the West for the entire Satellite area. One
of the primcipal reasons for this maneuver is to prevent the West from lmewing
the ultinate destination of the imports, ° .

Despite the Blee®s goal of maximum indepsndence from the West, it seems une
likely that trade with non-Bloec countries can be cut apprecliably below present
lovels, especlally in view of East German obligations to the Bloc and the pro-
gran of East German purchasing in the West for other Bloc countsies., On the
contrary, it seems mrobable that the achievement of plarmed éxpansion of Eagt
German foreign trade will become increasingly depsmdent upon success in ssouring
strategic materials from the West. Trade with West -Germany will remain vitel
to East Germany's industrial plans, and thore is evidence that the volume and
value of both overt and covert imports from the West will increase in 1952 wne
less effective measures are taken to tighten Western export controls, especially
in West Germany. | S
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The prineipal 1t.emn which East Getrmany .‘laoks in order ta ezxpand :l.ts
industrial production are bituminous and bard coals; coke; high~grade iron
ore; iron and stesl; mangenese; ‘nonferrous metals including copper, lead,
tin and sinc, sulphur and pyrites; and some chemicalss Among the agricultural
products, wool and cotton notably are in short supply. For most of those,
East Gormany 1s heavily dependsnt on the rest of the Blec as well as, to

. pome extent, West Germany., Manpower alse is a difficult problem, In this
latter roapoot East Germax:w is scraping the bottom of ths barrel.

‘rhirty-thm pervont of East German importa by value in 1950 were from
the USSR, 43 percent from other Setellites, 16 perceat from West Germamy,
and 8 porcant from other Western Buropean coumtries and the rest of the worldo
t items are imported from Belgivm, Sweden, Switzerland, and the
Netherlands, and although it is estimated that they are not ebsolutely es=
séntial to the Eaat German economy, inabllity to import susch oommoditios
would have a serlous effeat,

East Germanyts legal 1mport.s from Iaﬂt Gernany were valued at about $75

- million in both 1949 and 1950, but, as a preportiom of total importa, they
deslined from 26 percent in 1949 to 16 percent in 1950, Clendestine importe
from the same ares amount to possibly three times the legel imporis. Thees
clandestine imports are believed to be composed largely of iren and stesl
proeducts, bearings and meohine tools, Attainmeat of plamned produetion goals
‘will require imports from Weat Germany of commodities which East Germany '
sither cannot yet mannfacture or cannot obtain in sufficient quantity from
‘within the Bloo, Even the maintsnance of present production levels in East
Germeny depends to a large extent upon obtaining metalworking machinery and
tranaporte.tion equipment and replacement parts from the West,

, Heavy industyry in Eaat Gormany is particularly. c‘l@pmdant upen West Germany
for imports of compoment parts, particular types of specializad machine tuols,
basic steel products, and high-grade alloys. The chemical irdustries atill
are dependent to a large extent upon Western sowrces, principally Sweden and
the Netherlands, for caustic soda, sulphur, and pyrites, all of which are im
short supply ir the Soviet Bloc. An inadsquate supply of dsustic soda would
affect the production of rayon and eelluloss, soap, dysstuffs and intermediates,
and heavy chemicals, East Germany poseibly would be selfesufficient in sule
phur and pyrites if reparations shipments of these commodities %o the Seviet
Union were discontinmed. Shortages c¢sused by such reparations shipmentas, how-
ever, have foreed many plants to curtail operations, and the Soviet Bloe has
not been able to aupply the sulphur and pyrites nweaaaxy to make up the
differoncao

-
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The expansion of production of elestric power and coal likewise ia de-
pondent on the West, The present output of elsetric power is inadequats de-
spite the existence of a highly integrated and efficient network. Round=the-
clock and multishift operations have been ingtituted for maximm utilization
of presont capacity. Without imports of parts and new equipment for elsetrie
power installations from Western countries, however, it will be difficult for
Eaat Geymany to increass oither total operating sapacity or actual power produc-
tion. Directly relabed to the oloctric power problem iz that of cocal, which
is virtually the sols energy source used in power generation, East G
faeos a bituminous coal shortage, which it is attempting to offeet by ex-
tensive use of brown coal, No seotor of the sconomy presently has more than
8 2-weeka® supply of eoal on hand, and in most instances regerves are suf- )
fivdent for lems than 1 weok, The age and poor condifiom of the machinery and
squipment now used preclude an improvement in this condition. Considerable
effort iz being oxpended on the devwelopment of a mining equipment industry
in order to remedy this woakness, :

Manpower in East Germany presents a unique problem, Popmlation transfers
and materials shortages have created unemployment, Given sufficient materials
and facilities, however, there probably will be o manpowsr shortage as the
Five Year Plan gains momentum becsuse of the excess of deaths and defecticms ‘

over birtha, In addition, there is a specific shortage of teshnical and
aldlled persomnel, Although efforts have besn made to overcome this lack -
thyough training programs, defections to West Germany, Af they continus at

the ewrent rate, are likely to offset any galns, Thus, there are two weake
nesses in the manpower situstion: (a) the discontent and warest which arise
from unewployment, and (b) eontimued and pospibly increased defections to the
Rest, particularly of technical apd slddlled pergoanel, Details conesrning the
qaulitative composition of the defectors are pot known, and therefore the
effects on East German industry of such defections cesmnot be assessed,

Tre.napor_tatian 18 not cr:i.tieal]j vulnerable to Western masurebv of ecopomic
warfare. Most shortages of transport equipment and supplies which now exist
resuit from the heavy reparations burden on the transportation squipment in-
dustry, ' .

Agriculture does not represent o vulnerability se far as imports from the
West aro concernsd, basause the Soviet Bloe is able to make up any East
German agricultural deficit,

The probability that the effocts of Westorn export restrictions could be
offset through an increase of intra<Bloc trade is not great. In 1950 a major
effort was made to reduce all trade with non-Bloc sources to an absolute minie
mum, There are, of course, some steps which could be taken, such an the -
alleviation of the eoal shortage by stopping Polish exporte of coal to Westorn
Europe, Such adjustmonts, however, probably could not solve all the problema
created by lerge-scale Western economie warfare, _ :

o e
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Tho most important. adjustment possible would bs a reduction by the Seviet
Union of lits wncompensated takings from Bast Germany. Such acticn would releasc
t0o domestio industry the machinery and materisls necessary to achiove ths
Five Year Plan goals, There alsc is room for internsl adjustment in the East
German econcmy. Difficulties of such adjustment, howsver, ave evidenced by
the continuing unmemployment problem, which further shortages of equipment and -
supplies would accentuate,

Operations in the most critical sectors of the esonomy, however, probably
could be maintained despite Western economic warfare msasures., The censumer
gods industries have mome capacity which could be diverted to heavy industry.
Production in less important industries could bs cut back to make more supplies
avallable., Except for those items imported from West Germany, the use of sube
stitutes eammot be developsd mmch further. :

The basic emphasis on heavy industry in the current Five Year Plan involves
an expansion of those industries capable of contributing direstly or indirectly
to arms production.. The types and quantitles of preducers! goods called for
by the Plan are similar to those of 1944, the year of peak mreduction during
the war, : '

. Foode, including grain and meat, ars being steckpiled, About 45,000 metris
tonz of canned meat, equivalent to 63,000 motric tons of carcass meat, and about
1 million metric tons of grain have been stockpiled, and further expansion is
scheduled, Stockpllss of petroleum products almost completely £1l11 the aveil-
able atorage space of about 1 million metric tons, A stockplle of rubber alaso
is being acoumulated. The USSR is preserving the underground factories built
by the Germans, The production of war materiel has increased, although to
what extent is unknown., No available evidence Gonfirms the production of
complete weapons, but componont parts for small arms and heavy weapons, ine
cluding tanks, railroad guns, submarines, snd aircraft, as well as explosives
and axmunition, are being mede in substantial quantities, Port and shipping
facilities and the alrfisld network, which is under complets Soviet military
contrel, are being expanded. -

There are few Indications of immediate preparations for war and no evidence
of a mobllization of manpower or transport fasilities on a wartime basis or
of a dispersal of industries, There are, however, indications which point %o
long~term preparation for war, '
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APPENDIX
TABLES
Tabls 1
Planned Gross Industrial Production®
1950
1950 Flan Porcent of Flen
(Mi11ions of IM) Fulfiliment
¥Mining 1,290,0 102
Matallurgy 550,0 116
Machine Construction ~ 3,660.0 106
Eleotroengineering 1,147.7 106
Precision, Mechanics, and 389.6 98
Opties

Chemdeal Industry o= ‘ 108
Puilding Materials 88805 97
Wood Processing 1,042,0 108
Toxtile Industry 2,990,2 139
ILeather and Clothing 1,326,0 18
Cellulose and Paper 538.4 112
Lumbex , ' 222, . 99.9
Graphic Industry 385.4 98
Food Industry 3,800,0 110
Fower ) 800n0 . 107

25X1A
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Table 2

National Product in East Garmany
1936 and 1547-50*

Billions of Reichsmark
(1936 Purchasing Power)

. Gross National Product by Sources 1936 1947 1948 19h9 1950

Industry and Handicraft 70 3.4 ka3 5.1 6.0
Depreciation Applicable to Industry .
and Handicraft ) 28 09 o9
Total | 8.3 L0 5.1 6,0 6.9
Agriculturs ‘ 2.5 105. 1.6 1.8 1,9
Servicas bo8 * 3.8 43 LT LoT
Deprociation Applicable to
Agriculture and Services o6 03 o9 o5 o5
Indirect Taxes snd Foes 28 37 k2 Ll kel
| Total 19.0 133 15,7 17.7 18.7
Add: Net Forsign Contribution ol . - o ...-.

Deduet: Reparations and Coods - ‘ .
. Dealiveries - 2,0 106 1@6 1.1

Ocecupation Costs and Other

Receipts of Occupation Powers = 25 2.0 1.7 16

Net Available Product : 18,9 8.8 121 1k 16,0
Deduct: kross Investment 393 1.3 1.9 205; 300
Coverrment Services 3.7 3.0 0 3.5 L0 _beO
Available for Private Consumptlon 11,9 LoS 6.7  T7s9 9.0
Population (millions) 16.8 18,5 18,6 18,3 19,0
Private Consumption per Capita 708 243 360 k20 L7k
__25X1A
Bl n O Ssp 1951,
pe 5Lt Economic Situat.ion of Easi Germany, 1950, OIR Report Nos 5202,
dated 7 Aug ,
o3 -
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Table 3

SAG Pmdﬁction on Reparations Account
1 Ootober 1947 to 30 Juns 1948

Commodi by , Unit Delivaries
Heavy Industry ' .
Steel Metric Tons 600,000 a/
Nonferrous Metals Metric Tons Loo,000
Half-finished Products of
Copper, Zing, snd Alloys Motric Tons - 220,000
Isad and Parts for Storage , ‘ -
Battories - Metric Tons 110,000
1ight Industry
Heavy VWorkshop Machines Motric Tons ‘ 240,000
Ship Construction Mstric Tons P 180,000
Shipyards Metric Tons 160,000
Mines ’ ' Metric Tons ‘ 60,000
Rubber Manufactures Metric Tons ' 120,000
Iight Machines and Tools Metric Tons 260,000

Agricultural Machines Matric Tons 80,000
Automobile Industry - |
Pussenger Cars | Unite | 12,000

Trucks = Units . 8,000
Tradlers Units 10,000
Tractors . Units _ 16,000
Chemicaly
Basic Chemicals Milldon M 110
Ammonia Million DM 17
Inorgani¢ Chemicals Million DM 8o
Explosives . Million I sho
Dyes Million DM . 80
Tar Products Million IM : Ko
Precision Instruments Million DM ' 75
Rlectric Equipment Million T 50
Construction Matorials
Cement . Metrie Tons 20,000
Timber : Cutdc Meters _ 120,000
% UnfulIied deilveries of steel amountsd to 150,000 mtrlc tone.
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